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§1.1382-5 Taxable income of coopera-
tives; products marketed under
pooling arrangements.

For purposes of section 1382(b) and
§1.1382-2, in the case of a pooling ar-
rangement for the marketing of prod-
ucts the patronage under such pool
shall be treated as occurring during the
taxable year in which the pool closes.
The determination of when a pool is
closed will be made on the basis of the
facts and circumstances in each case,
but generally the practices and oper-
ations of the cooperative organization
shall control. This section may be il-
lustrated by the following example:

Example: Farmer A delivers to the X Coop-
erative 100 bushels of wheat on August 15,
1963, at which time he receives a per bushel
advance. (Both farmer A and the X Coopera-
tive file returns on a calendar year basis.) On
October 15, 1963 farmer A receives an addi-
tional per bushel payment. The pool sells
some of its wheat in 1963 and the remainder
in January of 1964. The pool is closed on Feb-
ruary 15, 1964. For purposes of section 1382(b),
A’s patronage is considered as occurring in
1964.

[T.D. 6643, 28 FR 3156, Apr. 2, 1963]

§1.1382-6 Taxable income of coopera-
tives; treatment of earnings re-
ceived after patronage occurred.

If earnings derived from business
done with or for patrons are includible
in the gross income of the cooperative
organization for a taxable year after
the taxable year during which the pa-
tronage occurred, then, for purposes of
determining whether the cooperative is
allowed a deduction under section
1382(b) and §1.1382-2, the patronage to
which these earnings relate shall be
considered to have occurred during the
taxable year for which such earnings
are includible in the cooperative’s
gross income. Thus, if the cooperative
organization pays these earnings out as
patronage dividends during the pay-
ment period for the taxable year for
which the earnings are includible in its
gross income, it will be allowed a de-
duction for such payments under sec-
tion 1382(b)(1) and paragraph (b) of
§1.1382-2, to the extent they are paid in
money, qualified written notices of al-
location, or other property (other than
written notices of allocation).

[T.D. 6643, 28 FR 3156, Apr. 2, 1963]

§1.1382-7

§1.1382-7 Special rules applicable to
cooperative associations exempt
from tax before January 1, 1952.

(a) Basis of property. The adjustments
to the cost or other basis provided in
sections 1011 and 1016 and the regula-
tions thereunder, are applicable for the
entire period since the acquisition of
the property. Thus, proper adjustment
to basis must be made under section
1016 for depreciation, obsolescence, am-
ortization, and depletion for all taxable
years beginning prior to January 1,
1952, although the cooperative associa-
tion was exempt from tax under sec-
tion 521 or corresponding provisions of
prior law for such years. However, no
adjustment for percentage or discovery
depletion is to be made for any year
during which the association was ex-
empt from tax. If a cooperative asso-
ciation has made a proper election in
accordance with section 1020 and the
regulations prescribed thereunder with
respect to a taxable year beginning be-
fore 1952 in which the association was
not exempt from tax, the adjustment
to basis for depreciation for such years
shall be limited in accordance with the
provisions of section 1016(a)(2).

(b) Amortization of bond premium. In
the case of tax exempt and partially
taxable bonds purchased at a premium
and subject to amortization under sec-
tion 171, proper adjustment to basis
must be made to reflect amortization
with respect to such premium from the
date of acquisition of the bond. (For
principles governing the method of
computation, see the example in para-
graph (b) of §1.1016-9, relating to mu-
tual savings banks, building and loan
associations, and cooperative banks.)
The basis of a fully taxable bond pur-
chased at a premium shall be adjusted
from the date of the election to amor-
tize such premium in accordance with
the provisions of section 171 except
that no adjustment shall be allowable
for such portion of the premium attrib-
utable to the period prior to the elec-
tion.

(c) Amortization of mortgage premium.
In the case of a mortgage acquired at a
premium where the principal of such
mortgage is payable in installments,
adjustments to the basis for the pre-
mium must be made for all taxable
years (whether or not the association
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was exempt from tax under section 521
during such years) in which install-
ment payments are received. Such ad-
justments may be made on an indi-
vidual mortgage basis or on a com-
posite basis by reference to the average
period of payments of the mortgage
loans of such association. For the pur-
pose of this adjustment, the term pre-
mium includes the excess of the acquisi-
tion value of the mortgage over its ma-
turity value. The acquisition value of
the mortgage is the cost including buy-
ing commissions, attorneys’ fees, or
brokerage fees, but such value does not
include amounts paid for accrued inter-
est.

[T.D. 6643, 28 FR 3156, Apr. 2, 1963]

§1.1383-1 Computation of tax where
cooperative redeems nonqualified
written notices of allocation.

(a) General rule. (1) If, during the tax-
able year, a cooperative organization is
entitled to a deduction under section
1382 (b)(2) or (c)(2)(B) for amounts paid
in redemption of nonqualified written
notices of allocation, the tax imposed
for the taxable year by chapter 1 of the
Code shall be the lesser of:

(i) The tax for the taxable year com-
puted under section 1383(a)(1), that is,
with such deduction taken into ac-
count, or

(ii) The tax for the taxable year com-
puted under section 1383(a)(2), that is,
without taking such deduction into ac-
count, minus the decrease in tax (under
chapter 1 of the Code) for any prior
taxable year (or years) which would re-
sult solely from treating all such non-
qualified written notices of allocation
redeemed during the taxable year as
qualified written notices of allocation
when paid. For the purpose of this sub-
division, the amount of the decrease in
tax is not limited to the amount of the
tax for the taxable year. See paragraph
(c) of this section for rules relating to
a refund of tax where the decrease in
tax for the prior taxable year (or years)
exceeds the tax for the taxable year.

(2) If the cooperative organization
computes its tax for the taxable year
under the ©provisions of section
1383(a)(2) and subparagraph (1)(ii) of
this paragraph, then no deduction
under section 1382 (b)(2) or (c)(2)(B)
shall be taken into account in com-
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puting taxable income or loss for the
taxable year, including the computa-
tion of any net operating loss
carryback or carryover. However, the
amount of the deduction shall be taken
into account in adjusting earnings and
profits for the taxable year.

(3) If the tax determined under sub-
paragraph (1)(i) of this paragraph is the
same as the tax determined under sub-
paragraph (1)(ii) of this paragraph, the
tax imposed for the taxable year under
chapter 1 of the Code shall be the tax
determined under subparagraph (1)(1) of
this paragraph, and section 1383 and
this section shall not otherwise apply.
The tax imposed for the taxable year
shall be the tax determined under sub-
paragraph (1)(ii) of this paragraph in
any case when a credit or refund would
be allowable for the taxable year under
section 1383(b)(1).

(b) Determination of decrease in tax for
prior taxable years—(1) Prior tazxable
years. The prior taxable year (or years)
referred to in paragraph (a) of this sec-
tion is the year (or years) within the
payment period for which the non-
qualified written notices of allocation
were paid and, in addition, any other
prior taxable year (or years) which is
affected by the adjustment to income
by reason of treating such nonqualified
written notices of allocation as quali-
fied written notices of allocation when
paid.

(2) Adjustment to income in prior tax-
able years. The deduction for the prior
taxable year (or years) in determining
the decrease in tax under section
1383(a)(2)(B) and paragraph (a)(1)(ii) of
this section shall be the amount paid
in redemption of the nonqualified writ-
ten notices of allocation which, with-
out regard to section 1383, is allowable
as a deduction under section 1382 (b)(2)
or (c)(2)(B) for the current taxable
year.

(3) Computation of decrease in tax for
prior taxable years. In computing the
amount of decrease in tax for a prior
taxable year (or years) resulting under
this section, there must first be
ascertained the amount of tax pre-
viously determined for the taxpayer for
such prior taxable year (or years). The
tax previously determined shall be the
sum of the amounts shown as such tax
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